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| am pleased to welcome dl of our witnesses thismorning. We can expect a diversity of views
and opinions on one of the most important issues facing us this sesson, the future of the Internet
and e-commerce transactions. | believe that we are a a criticd juncture in determining the
future regulatory scheme under which the new economy will either continue to grow and
prosper, or will be thwarted by government bureaucracy, tawxation and shortsighted greed.

Our Founding Fathers certainly did not have the Internet in mind, but nevertheless understood
the potentid dangers and pitfdls of states taxing and regulating interstete commerce. Thet is
why our Congtitution reserves the Apower ...to regulate Commerce among the severa states.i
The purpose of federa power over interstate commerce is to ensure that one or more states do
not unduly burden the transaction of interstate transactions. The Internet is the epitome of
interstate commerce. If each state and loca jurisdiction attempts to impose its own business
regulaions and taxesto it, the opportunities presented by this new economic engine will be
destroyed.

It isimportant to look at the full picture of our economy is assessing the impact of taxation on
the Internet and e-commerce. The Internet isfilled with web stes of small businesses,
businesses that are expanding in ways which would never have before been economicaly
feasble. One of our witnessestoday, Mr. Morse, will be able to give us aredity check asto
how the Internet has afforded him an opportunity to compete with much larger companies. The
Internet isthe last frontier for the small business entrepreneur to develop a business and
compete without massive amounts of investment capital. His smal business which has
higtoricaly had alimited market for its goods now has a webste that alows him to market and
<l to people dl over the country - even al over the world.

Mr. Morse, like other smal businessmen and women benefit from the freedom of the Internet,
and the country benefits from their success. When asmall businessincreases its sdes and
revenues, it needs to hire more employees, and it pays taxes on the increased revenues. And the
newly hired employees pay taxes on their wages. The state and local governments benefit, not
only from the additiond taxes paid on the revenues, but in the economic benefits of additional
jobs and a growing economy.

The potentia burden of complying with tax regulations and the paperwork involved under
current law for as many as 7,500 estimated taxing units in this country would overwhem many
businesses, especidly smal busnesses. The cost of complying with multiple states filing and
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regulatory requirements would in many instances exceed the amounts collected and transmitted.
A multi- state company currently files many tax returns. AT& T hasinformed the Committee staff
that last year it comleted approximately 99,000 separate tax filings.

Under current law, a state can require businesses who have a nexus with the state to collect
sdes and usetaxes. The moratorium does not disrupt this existing law, nor would an extension
of the moratorium. The Supreme Court has found that businesses with a physica nexusto a
date have created a relationship with that state sufficient to submit themselves to the regulatory
and taxing authority of that state. In essence, the business becomes aAcitizeni) of the state, and
its transactions with other citizens of that date are intrastate in nature, thus thereis no burden
on interstate commerce.

By contragt, the essence of what the tax and spend advocates who oppose this legidation
demand is 50 State jurisdiction over every Internet business - large and smdl - regardless of any
other connection to each sate. They advocate that a Vermont business man such as Mr.
Morse collect sdes taxes and comply with the tax regulations of every state and loca
jurisdiction in the country. Where does this expansive jurisdiction lead?

Does such an expangve jurisdiction aso result in potentia liability in each Sate for
non-compliance or mis-compliance with state regulations? What about business licenses,
occupationa fees, occupationa or retail licensng regulations, Ablue laws?

How do we ensure that in the zedl to collect more money to permit even more expansve
governments we protect the privacy of the consumers? How does imposing more regulatory
burdens affect competition in the marketplace? What impact doesincreasing the regulatory
and tax burden on Internet commerce have on rural, handicapped and low income consumers?
How doesiit affect our trade opportunities with other countries?

We need to consder whether the macroeconomic benefits of the new economy will outweigh
the potentid lossesin direct revenues. We must ensure aleve playing field for all venues of
commerce, not Smply create anew remote saestax system. We must smplify the
overwhelming morass of tax rules, regulations and paperwork so that opportunities for new or
small businesses are not lost in complex and archaic bureaucracy .

We need to reexamine the level of services which the public wants to be provided by
government and determine how to provide necessary revenue to accomplish the people=swill.
We need to ensure that taxation is not smply imposed to increase government bureaucracy.

| am looking forward to hearing from the witnesses on dl of theseissues. It is clear that these
are complex issues which will require extensve investigation, analysis and debate. The
Commission established by the Internet Freedom Act did not reach consensus, nor did it
resolve the multitude of issues presented by the new framework of interstate commerce which
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the Internet presents. | do not see how we can arrive a consensus on these critical issues
between now and October of next year, which iswhy | have proposed afive-year ample
extension of the current moratorium. The extenson would not affect the current nexusrules. It
would not affect the grandfather provisons. It isasmple extenson of the status quo.

It had been my intent to include S.2255, the five-year moratorium extension legidation on the
committee mark-up tomorrow. The advocates of increasing the tax burden on the public have
prevailed in having it removed from tomorrow:s agenda so that they can look into this matter
further. However, | want to emphasize, thisis criticd legidation, it isin the best interest of our
natiores economic prosperity to bring it to the full Senate. Therefore, | intend to includeitina
future mark-up, and ensure that the Senate is permitted to debate these issues fully.



